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OUTLOOK FOR JAPANESE INDUSTRY 


a! Articles on Future of Economic Developments in 
apan 


Influence in U.S. Causes Friction 
41050017 Tokyo CHUO KORON in Japanese 
Oct 88 pp 154-i61—FOR OFFICIAL USE ONLY 


{Article by Takeshi Suzuki: “Japan’s Influence in the 
U.S.—A New Cause for Japan-U.S. Friction’’] 


[Excerpts] Criticism of Japan is no longer limited to its 
“taking out of all the profits without making a contribu- 
tion to the communities which it has moved into.” The 
newest issue is its “undue influence,’ backed by its 
economic power. 


On 8 August, the United States Senate approved the 
revised “Omnibus Law on Trade and Competitiveness 
of 1988” by an overwhelming majority. President Rea- 
gan signed the bill on the 23th of the same month, 
formally making the bill law. The new trade law, which 
includes a number of retaliatory measures such as the 
provisions on financial reciprocity and the Super Section 
301, could have enormous impact on Japan, depending 
on the way the next administration chooses to apply it. 
Whatever the future, the economic friction between the 
United States and Japan has entered a new phase after 
having gone through recurring periods of alternating 
tension and relaxation. 


The volume of media reports on Japan has increased 
dramatically during the past few years, reflecting the 
mounting friction between the two economies. However, 
many of the reports deal only with the acute trade issues 
regarding automobiles, semiconductors and agricultural 
products. Even today, it would be less than accurate to 
say that an average American is well informed about 
Japanese culture and society in general. Misunderstand- 
ing caused by inadequate information makes trade fric- 
tion even more serious. 


Promotion of mutual understanding is indispensable in 
order to keep trade friction from creating a catastrophic 
result. Toward that end, Japan will have to make further 
efforts to provide other countries with information on 
Japan. 


Recognizing this need, many Japanese corporations have 
stopped being concerned only with profit-making, and 
begun to engage themselves in active public relations 
efforts while paying closer attention to improving the 
image of Japan. Some corporations have even gone one 
step further and started to make positive contributions 
toward the society which they have moved into, through 
funding of public institutions, etc. These changes are 
considered to be useful in halting frirther aggravation of 
trade frictions. 


*Japan’s Influence” 


Increase in Japan’s Influence: BUSINESS WEEK, a 
leading American weekly magazine which specializes in 
business issues, published a noteworthy feature article 
entitled “Japan’s Clout in America” in its 11 July 1988 
issue. As the title indicates, the magazine focused on the 
growing influence of Japan in America as a new issue. 
[passage omitted] 


The magazine only went so far as to raise the issue of 
growing Japanese influence, and did not necessarily state 
a negative opinion on this point. However, it did men- 
tion that Japan’s vast investment in the United States for 
public interests is primarily motivated by economic 
reasons. [passage omitted] 


The article also commented that the lobbyists in Wash- 
ington, who count Japanese corporations among their 
clients, are undeniably influencial in U.S. policy deci- 
sions. It further presented the fact that such leading 
Japanese corporations as Honda, Matsushita, and Hita- 
chi have steadily taken root in American society through 
contributions to community civic organizations. 


“Contribution” or “Influence” 


[Passage omitted] Uniuil recently, criticism of Japan and 
Japanese corporations has been limited to their exhaus- 
tive repatriation of profits and lack of any contributions 
toward the society into which the corporations have 
moved. Now, the “recycling of profits to the society 
which these corporations have moved into” has begun to 
be challenged from a new perspective of “growing Japa- 
nese influence.” 


The BUSINESS WEEK article focused on grants given 
by Japanese corporations to public institutions as pri- 
mary examples of “influence.” If this logic is carried one 
step further, the act of providing the American press 
with information on Japan may also be construed as 
“influence by the Japanese.” 


Let us discuss problems on both the American and 
Japanese sides. First, on the U.S. side, it would be 
somewhat unfair to discuss activities meant to increase 
public interest, such as providing grants to public orga- 
nizations and furnishing of information to the press, on 
the same level as lobbying done by a specific corpora- 
tion. The former should be accepted for the benefit of 
Americans. 


For example, a course on the Japanese economy, offered 
by a university with funding by a Japanese corporation, 
would allow American researchers to conduct research 
on the Japanese market. American corporations would 
then be able to use the results of the research and move 
more efficiently into the Japanese r. arket. Similarly, 
many Americans will be able to learn about Japanese 


culture and the uniqueness of Japanese society. Even 
critics of Japan would not argue the merit of these aids in 
easing American exports to and investment in Japan. 


These activities directly benefit Americans and should 
not be looked upon in the framework of ‘Japanese 
influence.”’ Japan is being asked to make contributions 
in the countries into which it has advanced and also 
provide information on Japan. If responding to these 
requests is criticized as an “exercise of undue influence,” 
it would not be possible for Japan to “contribute.” 


It should be noted that much of the criticism of Japan is 
coming from those who have not benefited from funding 
by Japanese corporations. Consequently, their criticism 
tends to be emotional, and is in part fuelled by jealousy. 
They call scholars and researchers who accept funding by 
Japanese corporations and those engaged in Japanese 
public relations activity in the United States the “cherry 
blossom crowd” and consider these people to be spokes- 
men who represent the interest of Japan. Their criticism 
of Japan is not always on the mark. Nevertheless, a 
Japanese corporation planning on endowing public insti- 
iutions and releasing information to the press should be 
aware of the disapproving eyes of these critics. 


Influence and Legal Restrictions 


Foreign Agent Registration Law 


There is a possibility that Japan’s influence in America 
may be subjected not only to verbal criticism but also to 
legal proceedings. There is a law called the Foreign Agent 
Registration Law of 19.8, which was created to control 
the exercise of influence by foreign governments and 
corporations within the United States. The law requires 
an individual or a corporation residing in the United 
States to register with the Department of Justice when 
performing certain acts in their capacity as an agent of a 
foreign government, political party, or a corporation. 
Pursuant to this law, lobbyists have to register their 
names and the nature of their activity. Types of activity 
which are subjected to the registration are wide ranging. 
and include political activity, fundraising, and the act of 
being an agent in dealing with federal or state govern- 
ments. Social and public relations activities, as broadly 
defined, are also included. Furthermore, the law requires 
that information which has the nature of political pro- 
paganda be so identified within its content when it is 
released. 


As can be easily imagined from the year of enactment, 
this law was created in order to control the political 
activity of fascists and international communists in 
America. Although the law was not written for control of 
valid public interest activity such as funding of public 
organizations, it could potentially be interpreted to cover 
most of the activities in which foreign corporations are 
involved. 


As an example, let us assume that a university which 
receives funding from a Japanese corporation to perform 
research on the Japanese economy, as described in the 
earlier example, comes up with a research result which 
praises the superiority of the Japanese economic system. 
If the registration law is ‘nterpreted in the broadest 
sense, the univer_ity may \. required to register itself as 
an agent of the Japanese corporation. 


So far, there has not been such a broad interpretation of 
the law. However, it would not be too difficult to 
imagine that any research funding by the Russians for a 
study on socialist economies would be subjected to the 
provisions of the registration law, even if the funding 
could officially be construed to be in the public interest. 
By the same token, there is no guarantee that similar 
interpretation would not be applied to Japan in the 
future. It thus appears necessary for Japanese corpora- 
tions to pay close attention to the existence of the 
registration law and its applications even when conduct- 
ing public interest activity. 


Application of the Registration Law 


There are not many precedences pertaining to the regis- 
tration law. Of the limited number of cases, let us select 
those which relate to public relations. One recent case 
involved films on acid rain produced in Canada. In this 
case, the Department of Justice determined that certain 
of the films about acid rain pollution, which had been 
produced by a Canadian Government organization, were 
political propaganda. This prompted theater owners and 
environmental protection groups within the United 
States to file a suit against the aitorney general claiming 
that the registration law infringed upon the right to show 
movies, and violated the freedom of speech guaranteed 
by the Constitution. The federal high court which heard 
the case rejected the plaintiffs’ complaint on the ground 
that the registration law only requires disclosure of 
certain facts such as being an agent of a foreigner and 
does not therefore violate the freedom of speech. 


A rather outdated case involving the U.S.-Japan Trade 
Promotion Committee is the only precedent found with 
relevance to Japan. It was in connection with the com- 
mittee furnishing a public relations film to the Uited 
States in 1976. The committee is a non-profit organiza- 
tion headquartered in Washington, D.C. and, at that 
time, was registered as an agent of an auxiliary organi- 
zation affiliated with the Japanese Chamber of Com- 
merce in New York. However, the Department of Justice 
concluded that the committee was in fact an agent of the 
Japanese Embassy in America and brought charges of 
the registration law violations against it. After only 2 and 
“2 months of deliberation, the court reached a ruling in 
favor of the department's petition. 


In the area of public relations, there was a case where a 
California corporation which had supplied Korean-lan- 
guage news programs was indicted on the ground that it 
had failed to register as an agent. The basis of the 


indictment was that the California corporation was 
under the indirect control of the Korean Government- 
run broadcasting corporation. 


Given these precedents, it does not appear likely that a 
Japanese corporation giving endowments to public insti- 
tutions or supplying the press with information would be 
subjected to the provisions of the registration law in the 
immediate future. The Department of Justice appears to 
have been relatively cautious in passing judgment that 
these activities could be considered political propa- 
ganda. Even in the acid rain case described earlier, the 
department determined only three of the five films 
furnished by Canadians to be political propaganda. The 
other two were not judged to be propaganda. Further- 
more, the fact that a well-known lobbyist was the incor- 
poraior of the U.S.-Japan Trade Promotion Committee 
probably was not unrelated to the speedy ruling that the 
committee violated the registration law. 


Determination of an act to be in violation of the regis- 
tration law does not make the act illegal. The law 
permitted the U.S.-Japan Trade Promotion Comniittee 
to continue its activity as an agent of the Japanese 
Embassy, provided that it registered itself as such. Sim- 
ilarly, from a purely legal point of view, the films on acid 
rain could have been shown in theaters as long as they 
were presented as political propaganda. In reality, how- 
ever, how many theaters can be expected to show films 
which are labeled political propaganda? It thus becomes 
practically impossible to continue with any activity once 
it is determined to be in violation of the registration law. 
Filing of charges of registration law violation with the 
attorney general alone can do considerable damage to the 
defendant. 


As explained earlier, the broadest interpretation of the 
registration law could place such acts as giving grants to 
universities to offer new courses among activities subject 
to the provisions of the law. Funding of think tanks 
could also be interpreted as an exercise of influence and 
trigger questioning, as to the necessity to register, if the 
funds are used for studies on Japan. It seems extremely 
odd from a Japanese perspective that universities and 
think tanks receiving grants from Japanese corporations 
would be required to register as agents of the corpora- 
tions. However, the registration requirement is nothing 
but logical in the eyes of those who perceive such grants 
as “Japanese influence.” 


Endowments given to educational institutions such as 
grammar schools and jinior high schools, might initiate 
a debate on foreign influence on education. Here again, 
the registration law could be employed in order to 
eliminate influence. By the same token, if articles are 
published in newspapers and magazines or prog:ams 
broadcast on TV and radio, using information which has 

en obtained from Japan, some critics may argue that 
such articles and programs are political propaganda. 
These people might even assert that such events as Japan 


festivals, which Japanese corporations and ‘Chambers of 
Commerce organize frequently, are public relations 
activities, which are subject to registration. 


Regardless of the validity, or lack thereof, of these 
charges, the mere assertion that an activity is in violation 
of the registration law could make its continuation 
difficult, even if the activity under question may be 
nothing more than funding endowments or providing 
information, which is not legally restricted. There is thus 
a possibility that the registration law could, for all 
practical purposes, be used as a means of blocking such 
activities. 


Response to Criticism Directed at Japan 


Depar‘ure from Egocentrism 


Having discussed facts and circumstances surrounding 
the issue, let us now focus on the question of how best we 
can respond to the criticism that Japan is using undue 
intluence. First, as to the criticism that public-interest 
activities which Japan carries on in the |Jnited States are 
primarily motivated by economic reas/ns, we can only 
respond that it is natural for any business, which is not a 
charity, to consider economic success to be its primary 
goal, and that profit orientation exhibited by Japanese 
corporations should not be criticized. However, endow- 
ments purely for the sake of direct economic benefit 
cou'd backfire and generate a negative impact on reduc- 
ing economic friction. 


As an example, let us assume the following: a Japanese 
maker donates funds for basic scientific research; it 
sends its own researchers to participate in the research 
project; it develops a new product, using the results 
obtained from the research; and finally, it exports the 
new product to the United States and earns enormous 
profits. If the donation of research funds is motivated by 
such a scenario, it is natural that some Americans would 
object to the idea. Grants are meant to be given without 
any strings attached. Donors of grants should never 
interfere with the use of the funds, either directly or 
indirectly. When funds are provided by Japanese corpo- 
rations for public relations purposes, instead of pure 
research, the issues become more sensitive because the 
public relations activity cou!4 be construed to be politi- 
cal propaganda, depending on its contents. Japanese 
corporations supplying funds would expe t, as a matter 
of course, a program which would supply their own 
positions. However, such outright  self-justification 
would risk the viability of the program itself, since it 
could be stamped political propaganda. America is very 
sensitive to manipulation of information by foreign 
eniities, as seen in the above-described case involving 
the U.S,-Japan Trade Promotion Committee. 


The importance of public relations work in the United 
States and of furnishing information to Americans can- 
not be overemphasized. However, it should not be 
carried so far as to create interference with the editorial 


and programming rights of Americans, when the infor- 
mation is presented to the American general public 
through the mass media. Furthermore, its contents 
should not be a subjective view from Japan. All that the 
Japanese should do is to provide objective and accurate 
information, leaving its evaluation to Americans. 


Many of the public relations releases seen today are of 
high quality, and serve as evidence that the Japanese 
people who are engaged in public relations work have 
begun to recognize the importance of objectivity. On the 
other hand, it 1s also true that the more objective public 
relations work becomes, the harder it is to secure funding 
for it. Corporations, by and large, tend to think twice 
before funding public relations work which is broad in 
nature, and does not help advertise their products. Their 
refusal to fund anything which is not directly tied to 
profit generation is too near-sighted. Moreover, they are 
disrespectful of their social responsibility. These corpo- 
rations should not only be concerned with short-term 
profitability, but also recognize the long-term benefit of 
objective and fair public relations to both the U.S. and 
Japan. 


Counter- 
Public and 


ment for Charges of Cohesion Between 
ivate Sectors 


When a Japanese corporation maintains strong ties with 
the Japanese Government, its funding of an American 
public institution is sometimes alleged to be a propa- 
ganda act involving both the government and the private 
sector. On occasion the Japanese Government has unde- 
niably provided tangibie and intangible assistance to 
public relations work carried on by such large business 
Organizations as the Keidanren (Federation of Economic 
Organizations). Occasionally, the Japanese Embassy has 
also taken part in fund-raising activities conducted by 
the Japanese Chamber of Commerce in America. The 
governmeni’s involvement in these activities would cer- 
tainly giv’: an impression that there is an apparent 
cohesion between the public and the private sectors. 


Needless to say, the involvement of a government orga- 
nization in any activity subsiantially raises the possibil- 
ity that it will be construed as political propaganda 
subjected to the foreign agent registration law. Some 
even take the position that the definition of government 
involvement is not limited to the use of government 
funds appropriated in its national budget, and that it 
includes performance by the government to coordinate 
activity on behaif of Japanese corporations. 


The U.S. assertion that there is cohesion between the 
Japanese public and private se tors, even where no 
government fund is involved, seems to stem from lack of 
sufficient knowledge on the part of some Americans 
about the situation in Japan. In most instances, grants by 
Japanese corporations are furnished at their discretion 
and are not in any way forced on them by the govern- 
ment’s administrative guidance. The government only 
serves as a lubricant to facilitate such arrangements. 


The reason that the government has to play the role of 
lubricant is rooted in the nature of Japanese corpora- 
tions. Although it is relatively easy for a Japanese cor- 
poration to set aside an advertising budget, which 
directly translates into profits, it often is much harder to 
obtain internal consensus for grants which are not 
directly related to business. In addition, there still exists 
a practice among Japanese corporations to wait and 
watch what other companies do before deciding on one’s 
own policy. Under these circumstances, the involvement 
of the government helps individual corporations reach a 
consensus. 


For example, there probably are many instances in which 
the department in charge within a corporation may have 
decided to give funds whereas other departments within 
the same company may not have fully recognized the 
necessity for such giving. In a U.S. corporation, where 
departmental authority is clearly defined, there is no 
need for the department with the authority to make gifts 
to persuade other departments, which do not have this 
authority. There is thus no need for the U.S. Govern- 
ment to be involved im consensus-reaching. On the other 
hand, the need for a consensus in the Japanese corporate 
world is much more important. Therefore, any Japanese 
manager in charge of corporate giving is reluctant to 
make important decisions in the absence of agreement 
throughout the company. 


Although this government role is valuable within indi- 
vidual Japanese companies, it creates the danger that 
public-interest activity of a corporation could be inter- 
preted as propaganda by Americans. Even funding moti- 
vated by public interests can backfire if it 1s looked upon 
as propaganda. Public relations work, in particular, 
would suffer fatal damage if it is labeled propaganda. 


The majority of the assertions about the cohesion 
between the public and private sectors appear to be 
founded on an inadequate understanding of the reality of 
the role which the Japanese Government plays, as 
described earlier. Japan should explain more fully the 
situation in Japan, and refute such attacks instead of 
quietly acquiescing. 


Strength Under Criticism 


Inevitably, the larger the presence of Japanese corpora- 
tions in America, the louder the voice of anti-Japanese 
criticism becomes. Not only Japan, but also all other 
major economies of the world are expected to make 
economic contributions while they are, at the same ume, 
subjected to criticism of political pressure in any part of 
the world. Japanese corporations are also asked for 
endowments by many U.S. public institutions, on one 
hand, and are under fire, on the other, for the kind of 
influence which the endowments buy. Japan must keep 
in mind that whatever public-interest work it may per- 
form fron: now on, it will be met with an opposing view. 


There has been a tendency among the Japanese not to 
Start any activity which is anticipated to generate criti- 
cism, choosing to halt any act once it is criticized. There 
may be something that can be said about this logic when 
it is applied within Japan. However, once we step 
outside of the national boundary, there is no such thing 
as a world built around consensus. In the United States, 
in particular, which consists of multiple ethnic groups, 
there is no doubt that there will be a whirl of arguments, 
both in support of and against, any public interest work 
carried on by Japanese corporations. 


In a society such as this, to defer an act because of 
criticism means admittance of one’s fault. To cut off 
future grants to public institutions because of the criti- 
cism of the “exercise of undue influence” is viewed by 
Americans as the admittance by the donor that the grants 
were improper. Similarly, ceasing public relations work, 
when it is attacked as propaganda resulting from cohe- 
sion between the public and the private sectors, is 
tantamount to acknowledging the propagandistic nature 
of the work. Fair and square counter-arguments, rather 
than ceasing activity, are the most desirable responses to 
criticism by some U.S. adversaries. 


Unfortunately, when we examine the Japanese corporate 
world to ascertain its ability to present an effective 
counter-argument, we find it lacking. One reason is that 
anti-Japanese criticism made by a small number of U.S. 
adversaries is reported in such a sensational manner that 
many Japanese are misguided into believing that it is 
representative of U.S. public opinion. It is essential to 
determine the true extent of any criticism before one can 
respond to it in a calm and logical manner. 


Another and more important reason for Japan's avoid- 
ance to present valid counter-arguments, and its failure 
to respond correctly to anti-Japanese criticism appears 
to be the demerit system, which is rooted deeply in 
Japanese society. Traditionally, the Japanese have con- 
sidered that not starting an argument is more desirable 
than winning one. From now on, however, Japan will 
have to accept criticism of itself on the international 
scene as a fact of life, and recognize the necessity of 
asserting the legitimacy of its action by properly present- 
ing counter-arguments. 


Business Leaders View Economic Trends 
41060022 Tokyo SHUKAN DAIYAMONDO in 
Japanese 8 Oct 88 pp 24-38—-FOR OFFICIAL USE 
ONLY 


[Speciai section entitled: “Peak of the Japanese Econ- 
omy: Top Business Presidents Face Challenge of the 
Longest Era of Prosperity’’} 


[Text] The Japanese economy has sped along at an 
unexpectedly rapid pace for nearly 2 years, but it now 
appears to be slowing down. As a result, a debate has 
arisen whether to view this as a favorable trend linked to 


a long-term rise that avoids business overheating, or as 
the first stage of a decline. We have interviewed |3 top 
corporate presidents, who are the pillars of the economy, 
and compiled their views on present conditions, their 
outlook on the future, and their measures of response. 
Their optimism exceeded our expectations. 


Strong Consumption and Plant Investment 


According to the NATIONAL INCOME STATISTICS 
BULLETIN released by the Economic Planning Agency, 
the real growth rate during the April-June quarter this year 
dropped 1.0 percent from the previous quarter, indicating 
the first minus growth in 2 years and 3 months and causing 
slight repercussions. There is pessimism in some quarters 
regarding the shadow that has been cast on “peak eco- 
nomic conditions.”” However, reality is probably one of a 
pause at the peak before heading for the next peak. In fact, 
the resumption of positive growth during the coming 
July-September quarter is expected, and there appears to 
be a steady base for long-term expansion. 


The principal factor for the drop to minus growth in the 
April-June quarter was the decline in contribution by 
foreign demand (the operating overseas surnlus) to 
minus |.5 percent due to a fall in exports and a rise in 
imports. Domestic demand, which supplemented the 
broad minus gap, advanced with 0.5 percent growin. 


Although the real economic growth rate 1s a minus one, 
it continues to be a high growth of 5.3 percent above the 
same period a year ago. From the standpoint of restrain- 
ing business overheating and maintaining stable growth, 
it is probably considered advisable to “take a rest” at this 
juncture. The rapid growth during the January-March 
quarter this year of 2.7 percent over the previous quarter 
and an annual rate of 11.2 percent were somewhat 
abnormal, and a slowdown from overheating to normal- 
ization may be desirable. 


The keynote of business expansion continues. The two 
pillars of personal consumption and investment in plant 
and equipment, which boosted domestic demand, are 
moderately healthy. 


Regarding personal consumption, real consumer spend- 
ing by salaried households in July rose sharply by 4.1 
percent compared to the same month last year. The 
reason was that in addition to the rich who made money 
through real estate and stocks, consumption by working 
households also expanded to broaden the base. Depart- 
ment store and supermarket sales in July rose 8 percent 
above the previous year, posting a high growth for the 
first time in 7 years and 8 months. 


The growth in plant and equipment investment was also 
notable. A 4.6-percent increase from the previous year 
was seen in the April-June quarter, the ratio to GNP 
reached 21 percent, and it indicated a growth momen- 
tum on the same level as a high-growth period. It served 
as a triggering force for the maintenance of a favorable 


cycle—that 1s, increased investment in plant and equip- 
ment—increased income—boost in consumption— 
expansion of demand—increased investment in plant 
and equipment. 


According to the “FY88 survey on investment trends in 
plant and equipment (construction base)” announced by 
the Japan Development Bank on 22 September, there 
was a 15.6-percent rise from the previous fiscal year for 
total industry, while manufacturing industries showed a 
25.3-percent growth to a high level for the first time in 15 
years since FY73. In particular, there was a sudden 
groundswell to invest in plant and equipment. including 
steel for overseas demand-type industries. general 
machinery, electrical machinery and transport machin- 
ery, showing a 25.2-percent growth for FY88. This is 
matched by a 25.4-percent rise in domestic demand-type 
industries that included foods, paper and pulp, chemical 
and petroleum industries. 


The overseas demand-type industries were directly hit 
by the high-yen recession, dropping to a minus 15.4 
percent rate in FY86 compared to the previous year, and 
to 12.0 percent in FY87, indicating 2 years of minus 
growth. Therefore, the recovery has been remarkable. 
Moreover, the investment content of overseas demand- 
type industries is centered on investment toward domes- 
tic demand that reflects the management policy of 
reforming the industrial structure and expanding the 
domestic demand share. 


The favorable trend of investment in plant and equip- 
ment plainly indicates the fact that the managing mind 
of managers was turned bullish. The “August forecast 
survey of the short-term business economy™ announced 
by the Bank of Japan on 7 September also underscores 
this fact. It points out that 46 percent of the surveyed 
manufacturing companies judged business to be “good” 
while 7 percent said it was “bad.” The DI [diffusion 
index}—which is the differential—is 39 percent, or the 
highest level since the May 1973 survey. In particular, 
chemicals, steel, and electrical machinery show strong 
signs of prosperity. 


The 39-percent DI of the manufacturing industries is 
said to be the highest since the business expansion phase 
during the high-growth era in the late 1960's to early 
1970's. Even in such nonmanufacturing industries as 
construction, retail sales and services, there was a welling 
up of favorable business, with the DI also at 39 percent. 


Sales plans for the principal companies in the last half of 
FY88 also include a 6.6-percent increase in the manu- 
facturing industries over the previous year, and a 5.5- 
percent growth in the nonmanufacturing industries, with 
both revised upward compared to the date of the previ- 
ous survey. Regarding this rise in prosperity, Bank of 
Japan officials say it is reminiscent of the expansion 
phase during the “Inanagi” business boom in the last 
half of the 1960's. 


Pessimistic Theory Also Apparent 


However, it 1s also true that a pessimistic theory exists 
that interprets the minus growth of the April-June quar- 
ter as signifying a changing phase in business. It forecasts 
that business has already entered the first stage of a 
maturity phase, and will follow a line of descent in early 
FY89. Among the business indices of the Economic 
Planning Agency, the leading index fell below the 50- 
percent line, which indicates business turning points for 
3 consecutive months: from 50 percent in April to 41.7 
percent in May, to 33.3 percent in June and to 40 percent 
in July. These figures show signs of a change for the 
worse. 


Housing investment and public investment, which led 
the business recovery, indicated a minus growth in the 
April-June quarter, and cannot be expected to show any 
upsurge in the future. The number of housing (construc- 
tion) starts in July fell to a minus growth from the same 
period the previous year for the first time in 27 years. 


Will the Japanese economy, which is taking a breather at 
its peak, head for the next peak and set a new record for 
the longest business expansion? Or will it be stymied by 
a thick fog and descend from the mountain temporarily? 
One of the focal points of the debate is how to evaluate 
the content of investment in plant and equipment. 


Two Contrasting Viewpoints 


“Business deterioration is possible in 1989.” This warn- 
ing in the report “A Revised Outlook on the Ecouwomy in 
1988" issued by the Sanwa General Research Institute 
describes the domestic factors as follows: “Inventory 
adjustments are underway due to the expansion of 
imports from the Asian NIES [newly industnalizing 
economic societies}. Moreover, the gap between demand 
and supply is widening due to an increase in supply 
power as a result of investment in the improvement of 
skills. If this gap cannot be covered by exports, stock 
adjustments wili become inevitable.” The report also 
points out that externally, the rise im interest rates in 
Europe and America is enlarging the burden of the 
developing countries and diminishing trade. It says that 
in the United States there exists the possibility of a 
growing movement to retaliate against Japan by pushing 
through a new trade bill. 


The report forecasts a change in the business outlook as 
follows: ““Japan’s business fluctation is characterized by 
a supply fluctuation that is stronger than demand fluc- 
tuation. Supply, which is a total aggregate of domestic 
production ana product imports, shows a sharper rise 
than favorable demand in the past, and investments 
have increased in the process.” 


Active investment in plant and equipment presently 
stands out as a demand effect pulling business ahead. 
However, as time passes and it has an effect on produc- 
tion, excessive growth of «upply capacity can lead to an 


autonomous recession. It is accelerated by an increase in 
product imports due to the high yen and serves as a brake 
On investment in plant and equipment. This ts the 
pessimistic scenario. 


However, if we consider the fact that the content of 
iu\vestment in plant and equipment—accompanied by 
rationalization, energy-saving, and invesiment in 
research and development—is a response to the recent 
informational and electronics revolution, we can depict 
a different picture. The Mitsubish: Bank report analyzes 
that “informationalized investments,” such as comput- 
ers, played the chief role of recent investment in plant 
and equipment, and that they differed completely in 
nature from the simple expansion of plant and equip- 
ment. 


In other words, informationalized investment is invest- 
ment in computers—including software—and communi- 
cations equipmeni, and represents a weapon to 
Strengthen competition. Investment during the 8 years 
from 1980 to 1987 rose at an annual rate of 20 percent 
and greatly exceeded the annual 3-percent growth rate in 
investment as a whole. Moreover, since it doc not 
strengthen skills directly, it 1s not predicted to res iit in 
any sharp decline of investment in plant and equipment 
or business stagnation accompanying an excess supply of 
goods. Furthermore, since informationalized investment 
itself induces new investments, such as the formation of 
networks, and there is no limit to its demand, it is 
predicied that the preseni investment boom will con- 
tinue stable a long time. 


Viewed From the Business Cycle 


What is the outlook from the standpoint of the business 
cycle? In the postwar business cycle, the average ascend- 
ing business period is 3! months. The recent business 
expansion started from the valley in November 1986. 
Based on average data in the past, it should maintain its 
present track until at least May or June of next year. 
However, the average ascending business phase from 
1975 is 26 months. Consequently, the current business 
expansion period will end this year and will gradually 
enter a declining phase. 


Conversely, however, it is a different matter if we view 
the present as the beginning of a great period of progress 
in technological reform, with investment in plant und 
equipment as the motive power equalling the “Iwato” 
period of prosperity (42 months from June !958 to 
December 1961) and the “{zanagi™ era of prosperity (57 
months from October 1965 to July 1970). It is then no 
longer a dream for this prosperity period to continue 
after FY89 until FY90. 


Will the present peak continue upward after a brief lull 
or will it decline? It is difficult to judge. We expect it to 
climb further, but we can only leave it up to the reader's 
judgment. i:owever, the key point i¢ uw doubtedly the 


business mind of the managers who are tie chief stan- 
dard-bearers of the economy. We have therefore inter- 
viewed the top business presidenis as shown on the 
following pages. The conclusions we obtained fren the:* 
were Optimistic. 


Home Electrical Appliances: Norio Ohga, President of 
Seny Corporation 


The characteristic of the current prosperity 1s that it 1s 
government-initiaied prosperty. In addition to the great 
vitality o! Japan as a whole, the budgetary appropna- 
uuons by ihe government as an incentive for the promo- 
tion of domestic demand has borne remarkable fruit. In 
that semse, the current prospenty has been realized by 
artificial means, and may be considered as displaying a 
splendid model. 


Although it is said that tax revenues rose due to a 
miscalculation of 5.6 trillion yen, Japan acted willy-nilly 
after beiag told by the entire world to expand its domes- 
tic demand. This brought unexpected success. and | 
believe that tax revenues actually increased as a bypro- 
duct. 


Japan really should have taken action on th. advice of its 
Own economisis and government before 1 =.ng tol’ by 
foreign countr«:5, but it turned out to be a valuable 
lesson. If we constantly adjust as we man’or our business 
in the future, we will be able to min.ain our prespenty. 
Meanwhile. we have arrived at a pow °f urgent neces- 
sity for tne correction of various imbalances. including 
the most important problems of Jand and housing. by 
drastically revising the tax system. There is no other 
country where people are unable to own homes during 
their lifetime. At this rate, a2 “housing not” reminiscent 
of the “rice nots” of times past is not impossible. By 
settling down to the task of building a new base for Jap. « 
in the 2!st century. we can create motive power for 
further growth. 


During the decade or so betore the 21st century, the G-7 
[Group of Seven] must serve as the nucleus, as we 
maintain mutual liaison with the advanced nations and 
pay close attention to the maintenance of business pros- 
perity. The earth’s size shrinks year by year with 
advances 1n transportation and communications, and #e 
exist im an age where we think of business in global 
terms. Jt is necessary for the advanced nations to 
endeavor to not only stimulate each nation’s own busi- 
ness, but to simultaneously assist the developing nations. 
aad to be able to pull them forward together. By doing 
so, the entire world can prosper further. 


This 1s best illustrated in the electrical machinery sector. 
Japan's prosperity has impacted on Europe and Amer- 
ica, Asia, and Central and Sovth Amenca, improving 
business conditions throughout the world. Market fore- 
casts are optimistic 2nd are not easily cooled. Provided 
there are no impediments by yearend, prosperity should 
continue into 1989. The question is what impact will 


appear following the change of government in the United 
States. I beliewe they are well aware that if excessively 
strong brakes are applied. people throughout the worid 
may bang their heads on the windshield. 


A flood of orders are received by Japan's plant and 
equipment industnes from Asia. Eu: pe. and America. 
and there is a strong base of continuing investment in 
plant and equipment. Japan as the engine is investing in 
Southeast Asia: home electrical appliances and electrical 
machinery products are flowing into Japan: and this 
serves to expand their own domestic demand. resulting 
in a beneficial cycle. In China. there are signs of invest- 
ment by South Korea and Taiwan. thus creating sources 
of new energy. In Europe. there is energy toward an 
integrated European Community in 1992. The war in the 
Middle East has ended. and plus factors can be expected. 
The minus elements are the defaults |»y Central and 
South \menca. in addition to trends in the United 
States after its presidential election. Except for these two 
major problems. great energy exists for continued pros- 


perity. 


Factory Automation: Seivemon Inaba, President of 
Fanuc Ltd. 


It appears that Japan's prosperity. centenng on domestic 
demand. will continue. Active investment in plant and 
equipment continues in various industnes and orders 
are extremely plentiful. The factory automation industry 
will likely continue strongly after the last half of FY 88. 


In our company’s case, the breakdown in sales is roughly 
60 percent domestic and 40 percent export (overseas). 
with a good outlook for both. Domestic sales of cars. 
electronic equipment, and construction machinery are 
doing well. The machine tools of our company’s tients 
are also doing well. A 10-percent mse over the first half 1s 
estimated in the last half of FY88 for CNC [Computer 
Numerical Control}, which constitutes more than 80 
percent of company sales. Plastic injection-molding 
machines also rose about 10 percent. while industria! 
robots grew slightly 


Although not on Japan's level. the auto industnes in the 
United States and Europe are also doing well and a 
10-percent increase over the first half is estimated for 
CNC production and sales in the last half of FY88. CNC 
production and sales are conducted by GE-Fanuc Auto- 
mation, which 1s a a joint venture wid General Electric. 
In the CNC market in Europe. GE-Fanuc Automation is 
likely to rank second after Siemens. 


Robot production and sales in the United States and 
Europe are conducted by GM-Fanuc Robotics. a jot 
venture with General Motors. The European market is 
particularly favorable. and Europe-bound sales arr likely 
to double or triple in the first half. 


Thus, both domestic and overseas sales are going well. At 
present. ( NC production 1s 4.500 machines per month. 
and 230 1 » are produced monthly. both at full 
production.: * ‘_ sales of 145 bilhon ven have umproved 
25 percent from the previous year. and an operating 
profit mse of 30 percent to 45 billion yen 1s expected. 
This equals the record in FY84. A general mse 1s also 
expected in FY 89_ with the goal a return to the previous 
peak (FY85) of 170 bilhon yen in sales and 58.5 bilhon 
yen in operating profits. On a long-term basis. the goal is 
to proceed according to the ~!Q-year operational plan™ 
begun in FY®5_ and to reach 350 bilhon yen in sales in 
FY 94. 


However. in aiming for sales of 350 bilhon yen in FY94, 
a restructuring of our company’s projects Is necessary. 
CNC, our company’s mainstay. claims a domestic share 
of 75 percent. amd cannot hope for amy larger share. 
Consequently. our ma. efforts will be concentrated on 
such CNC-application products as plastic myjection- 
molding machines, laser oscillators. and robots. If possi- 
ble. we hope to lower CNCs to 60 percent of sales and 
raise applied products to 40 percent. 


For that purpose. if is necessary to strengthen our 
research and development system more than ever. 
Among our company’s total of |.800 employees. 500 out 
of 1.300 workers—excluding the production sec'or and 
the overseas branches—are assigned to the research and 
development sector. In the future. 50-100 employees wall 
be assigned annually to the research and development 
sector. 


The electronic circuit research laboratory now under 
construction in Hino. Tokyo. will probably provide a 
major contnbution. Also. in the overseas strategy that 
promuses to become important in the future. the export 
ratio will be kept within 40 percent in the form of joint 
ventures with GE and GM 


Electronics: Tadahiro Sekimoto, President of NEC 


Domestic business 1s rising under a policy of promoting 
expansion of domestic demand. and personal coasump- 
tion is moving forward smoothly. When companies 
boost production and individuals try to improve their 
living standards. electronic goods inevitably become 
necessary. Consequently. my feeling 1s tha: the electron- 
ics industry will enjoy smooth sailing throughout FYS88. 
However, due to trade fnction problems im some areas. 
the situation may occasionally become clouded. 


In terms of the various sectors, first of all there will 
probably be at minimum single-digit growth in commu- 
nications. However. if the industry should respond accu- 
rately to the new digital network service. called ISDN 
[Integrated Services Digital Network]. I believe that 
double-digit growth 1s possible. Although Japan's com- 
munications companies have centered on telephones in 
the past. the ISDN will enable digital equipment to entez 
households. Also. the necessity for the communications 


netysOrk will thus be new! Ee and will revitahze 
the industry. For that purpose. 1! 1s umportant to provide 
appropnate applications with an eve on an ISDN era 


With the increase m computer demand. doubie~<hg:t 
growth cam ecanly be expected. Today. computers or 2 
umion of computers and commuaicatons [C and C] are 
being introduced into every field. The reason is tha: 
without being armed with C and C_ Dusinesses wall lose 
Out im competition. Moreover. the base 1s broadening. 
On an individual base also. people are buying personal 
computers an? word processors and this wil! eventually 
evolve into home automaton. 


Amid this progress in C and C. integrated circuitizanon 
iS also advancing, but semiconductor production 1s lag- 
ging behind. Consequently. pnces are not coming down 
and sales are growing The nght demand-supply situa- 
tion IS expected to comtunue throughout FY33. However. 
the problem 1s ternporary demand Everyone orders 
sumulhaneousiy when a shortage 1s foreseen. and every- 
one stops orders when a sur,/us 1s evident. This ts whar 
iS ary about semiconductors. Parnuculariy since " ss 
possible to stock up on such standard products as mem- 
Ory tO a Certamm extent. temporary demand 1s hkely to 
occur 


However. im the case of ASIC [specific-purpose IC] 
semiconductors, stocking up is difficult because they 
have specific functions, and a temporary demand is 
unhkely to occur. Today. every company has raised its 
ratio of ASIC's and peaks and valleys in the sshcon cycle 
remain. but they will probably become milder than 
before 


The problem s FYS9_ which 1s difficult to predict now. 
Nonetheless. the US. presidential election and the trend 
of the NIES wall be deciding factors. In what form and 
within how long a penod will the next president attemps 
to erase the twin deficits? Ame: ican business will change 
considerably. depending on these factors. In my .pmmion 
it will umprove. but the question is rather how much it 
will not detenorate. | am therefore concerned about the 
fallback on Japan dy the NIES. who depend heavily on 
the U_S. economy. On Japan's part. if it pushes ‘or lower 
taxes under the tax reform on the one hand am: secures 
indirect taxes as its financial sources, | beheve it will be 
able to adopt vanous measures and lirait itself to smeez- 
ing. even if the United States catches a cold 


Automodiles: Nerimasa Furuta, President of \lazda 
“Motor Corporatioa 


According to GNP statistics announced recently. the 
GNP for the Apni-Jume quarter this year shcwed a 
minus growth for the first trme in nearly 2 years. The 
principal factor was apparently a lack of growth im 
foreign demand. but overall business was prodably 
extremely good. Although it 1s sot clear whc ‘er we are 
now at a peak. or still mod»ay im an ascent. a look at 
domestic car sales w:'l «how that while the initial outlook 


was for a downturn im the growth rate Degimming im the 
last half of thes year. 2 dowble~hgt imcrease ower the 
previows year iS continuing, theredy mammtamming its 
momentum. | beheve the minus growth served coe- 
versely to dispe! the fears of Dusumess overfteatlumg and 
inflanon 


Investment in plant and equipment im the privaie sector 
has beem rmsumg semce the first of the vear. However 
speaking from past cxipenence. when this turns upward. 
Dusimess 1s good for abou! 2 year and a half. The reasoe 
is that companies ./ually do not venture to inves! 
plant and equipment unless they «we comvinced the 
future 1s promusing Regarding vital oi prees. the out- 
look is for 2 lewelang off, woth an umphed weakness rather 
than an upturn. and the yen rate has stadelzed The 
present Dusamess leve! will prodabdiy comtimue for some 
ume and 2 plateau will exust. albert woth 2 certain 
amount of fluctuation 


Sources for comcern are international specudativ<e sunds. 
However, lke last year’s Black Monday. thus can even- 
tually be absorded within 2 short pemod. Meanwaule. itis 
clear that the Unuted States cannot comtinue to carry its 
“twin defierts™ forever. and the new president wall imev- 
viably have to adopt a ughter policy. to whatever degree 
If so. Japan's prospents will mmevitadiy level down 
There are many views concerning this. For exampie. 
regardimg passenger car sales Dy the United States, the 
estamate for thes year, which was below | millon cars at 
the outset. 1s now a favorable 10.7 milhon. However. the 
demand levei will become lower around the middie of 
next year. Based on this )\wpothess, { wal) be necessary 
to prepare 


Domestic car sales will probably comtenue thes year at 2 
doubie~<digot omcrease rate over last year Next year the 
growth rate wll deciime with a higher Sase. Dut the high 
demand will be sustained durmng the first half SuDdse- 
quently. 2 “plateau™ can probdabiy be expected overall. 
However. om terms of management. we are assuming 2 
hypothesss that a severe situation will occur after the first 
half. The yen rate 1s presently stadle at $1 00-1 3) yer oo 
the first half, but sance there 1s no change in the high-;en 
trend :tseif_ we began our Mazda Innovation pian im May 
thes year, targetong the bunidup of 2 $! 00-100 ven system 
4-5 vears herce. We have samultancousily estaDinshed a 
new mMaAagement headquarters. with ihe company pres- 
wdent dowbiang as the head office manager. and taking the 
lead in sales efforts. 


Give? today’s mmternational cooperation and the wealt» 
of information, it is difficult for a sudden Dusiness 
recession or another great depression to occur Nonethe- 
less, in terms of management it 1s our policy and intent 
to hypothesaze such a severe situation to bunld up real 
resihence while we can. because favorsi’e conditons 
cannot ‘ast forever 


Sweet: Hiresas Saite, President of Nogewea Soees 
Corteranen 


The current Omsk ecomemue scowl was frankly unere- 
hetadie. The govermmenrt policy on eapeasnon of Jomes- 
uc gemand was compounded Oy 2 ormvane ousing 
demand. producing 2 muitupie effect. In parucuiar. hous- 
img growt? fas simulated the manufactumng indusines. 
The demand for cars and home eiectmcal appliances 
lave naturally increased. and tas reswited in actowity thar 
#28 umerpercted Gurmg Me past several years. 


Altheugh the siee! industry. which was affected Ov the 
‘ugh ven. shows 2 feared trend ward umports and lower 
exports. tte FY 83 producnor of crade steed shows orom- 
se Of exceeding [04 milhon tons after mciuding those 
‘actors. Seance the FY 36 volume was 96.33 mullhom tons 
and the FYS7 volume was 10/83 milhom tors. this 
“Spresents 2 considerabiy fugh evel 


However. om terms of the stee! indus uself ties pro- 
duction level cannot concenadiv conumue m FY SS 
Nertiter producher im comstrucnen-related industnes 
nor wt Tua? RCT Tg adgusines is expected t© drop 
sharpiy Prodadiy steei matenais are suffiment 1 meet 
such production. dul ne stockpding Seyond thar 1s bkeiy 
The reason 1s that from last fiscal vear to thes fiscal vear 
the overall user inventors increased Oy +5 muilfzon tons. 
Uniess the user production evel mses bevond that. ts 
figure must de sudtracted from FY$S crude stee! produc- 
mon. The reason o wien mventomes reach 2 certain 
evei, they Go 20 require anv cucess Matenais. 


The comsumpooe level of see! materais is also Dehbeved 
to De at ots peak. The Tokveo and Osaka areas are Susy as 
‘ar a8 cOestrucnhion-related matenais are concerned. and 
there 3 2 wodeeadie Manpower storage in general. Suils 
are Deing utilized at the maxumum level. so ot os Hficult 
tO foresee any add@:monal consumpoor of steel manenais. 
AJso. om the case of cars. desprte fvoraite domesic 
demand. there 1s 20 prospect for growth m eapeorts due to 
the expansion of local (oversas) producnon. | deineve 
that crude stee! producton im *Y $9 wolf barely reach 1 OU 
miullron toes. 


The unternaneonal steei industry tus also changed drasi- 
cally. As 2 result of a unsform cutback of surpius facies 
m the advance stee! countmes w the Uneted Startes. 
E.-ope and Japan. -te relamoesitip between demand and 
supply fas improved im terms of methods. Regarding 
steei matenal «xports from Japan. th wemght of added- 
value products. such as cold-rolled them plates. bas 
reacted 2 Deg? level. and 2 consideradiy broad range of 
wee mses bas st mm Also. decines mw volume bave 
S OOped. and the stuaher is good, structurally speaking. 


Nippon Stee! Corporamer ss cuthng Sack of faclmes 
and &2 personae mM anterpaton of crude steei produc- 
nen of 9) mulhon tors m FYS) The threshhoid of 100 
mihhoe toms was surpassed i= FYS7 and FY $3. and (OU 
malhom tons ss also expected im FYSS. But. generally the 
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oscal vear the scale of umpurt volume of ordinary stex 
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aient %> 2 year’s produ.nem ov @ large stee! oil and, 
aside from the present wien wie enore volume can %e 
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Commodity grees are static and land opmeces fave setmied 
Jown. Sioee 2 Dusiness promunen dwiCcy wos adopted on 
the Susis Of investment in suppiementa pudikc works, 
Jomesic Geman Ws sown 2D unewpectewd upsurge. 
Pudged on econemic condimens in Japan. ere ane m0 
factors indicanng 2 dus.ness downturn af ths ume. The 
nutioek is ‘or Lie present orospemty oo last af ‘east 
mother |-2 vears. 
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However 
we check movements in the 
rather Wian tie domesie econumie stuanon. 
are the trend of crude on prues and the cuny damve 
nterest rates of wedtor aahens. Constant atienown is 
aso pant cegarding the movement of umierest canes. 
L niess there is 2 sudden impact from some stuamon Ke 
2 finanoal pH OcCurmag Mm AMenca and 2 plunge in 
stock omees. [ JO nut Deheve the Japanese econeme wi] 
detenorate. or that our consirucnen industry wi] turn 
ur 


4 look af the orders recenved Sv the $3! member compe 
mes of the Japar Federanen of Construcnen Conma- 
tors sitows (fat orders tave inercased Sroad)y gute «crt 
FYSS. in parveular. wtal orders m Apmi cose +J.% 
Dercent aOove tte same Mond 2 year ago. Tiere was aise 
fa” oradie growth in May and June. The penod from ute 
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Tokyo Bay development, and the resort development 
boom have become daily occurrences. Many large 
projects are ready for construction in the (Tokyo) capital 
area. It is not an overstatement te say that unprece- 
dented activity is taking place. 


On the other hand, we cannot afford to be overly 
optimistic. 


In Our company’s case, the problem is how to grapple 
with the enlarged pie. There is a serious labor shortage at 
the construction sites. The labor shortage has pushed up 
labor costs conspicuously. There is also the problem of 
opening up Japan’s construction market—that is, partic- 
ipation by foreign companies. We must grapple squarely 
with such difficult problems. Even without them, corpo- 
rate competition continues to intensify. 


Therefore, our company is redirecting its emphasis from 
hardware to software and is working hard to build a 
corporate system than can survive in the next generation. 
Concretelv, our goal is to strengthen international com- 
petitiveness in construction management projects. Con- 
struction management organizes a total project from 
money procurement to planning, design, and operations. 
We are pushing the organization of a system for that 
purpose. The strategy is to carry out a project based on a 
so-called smail-government formula—that is, adminis- 
tration and supervision by a «mall number of managers. 
In other words, we are going all-out in company restruc- 
turing tc prepare against a period of business stagnation. 


Textiles: Katsunosuke Maeda, President of Toray 
Industries 


The continuing expansion of domestic demand is almost 
frightening. I believe the present plateau will continue 
for a while. Present conditions wi!! probably last at least 
until the end of FY88. 


After all is said, the outcome of the U.S. presidential 
election is the most important point. Although there 
could be no sudden change, one telling sign will be moves 
made following the election. Bus-ness may turn soft in 
the last half of FY89. When such objective conditions as 
exchange rates, interest rates, and crude oil prices begin 
to change, there will probably be an acceleraiing decline. 
At present Japan’s economy is slightly overheated, and 
the business valleys may be relatively deep. 


Japan is indeed at a peak concerning textiles :nterna- 
tionally speaking. The trends differ according to raw 
materials, such as nylon, polyester and acrylics. Acrylics 
have already passed the peak and are in a semi-recession. 
It is said that acrylics are an indication of the future of 
textiles. When acrylics decline, textiles follow. Since 
acrylics are already showing signs of weakness, textiles 
will probably also weaken. 


Although business is geod concerning raw materials for 
industrial use and interior decoration, sale prices have 
not increased. Despite a growth in volume, costs of raw 
materials have risen and cannot be transferred. 


Nontextile items such as resins and film continue to do 
well. They are more soundly based than textil In 
par ar, there appears to be absolutely no problem 
with resins. They are actuaily showing strong growth, 
and some price transfer has taken place compared to 
textiles. Such favorable conditions will probably con- 
tinue for some time. Film has overcome one wave of 
decline. It seemed to show weakness, but subsequently 
recovered somewhat. 


In any Case, it is necessary to be prepared for a recession 
of considerable dimensions. Therefore, with an exchange 
rate of $1.00=100 yen in mind, Toray is formulating a 
policy on the evolution of exports, overseas production, 
a strengthening of the domestic structure, and new 
projects. Within the company, management intends to 
carefully cor.sider an antirecession policy during the era 
of prosperity. Good ideas are conceived in times of 


prosperity. 


Ordinarily a client purchases goods from several compa- 
nies but reduces the number ¢ :.ng a recession. If Toray 
is the top supplier among several companies, there is 
little possibility of it being cut back during a recession. In 
order to become a top supplier, various factors come into 
play—not only stable quality but also a conscientious 
response when problems arise. It '. necessary to build 
such trust during prosperous ‘wes. This is also an 
antirecession policy in times of prosperity. We have 
given instructions to implement such a policy in the 
various sectors of operations, research and developmen, 
production, and technology, and they are being imple- 
mented. 


Although Toray has, in the past, been severely depressed 
during a recession, it is hoped that we can avoid this in 
the future. 


Machinery: Shigekazu Mino, President of Kubota Ltd. 


There has been an unexpected upsurge regarding busi- 
ness in general. Government and public demand and 
housing demand based on last year’s 6 trillion yen 
general economic policy provided the impetus, and 
investment in plant and equipment and general con- 
sumption have taken over the leading role. Early this 
year Japan’s business prosperity was expected to last 
only until tle end of this year, due to a decline in the 
U.S. economy following the presidential election. How- 
ever, I believe that favorable conditions will be main- 
tained until the first half of 1989. The United States and 
Europe—the leaders of the world economy—are pros- 
perous, and concurrent global prosperity is in progress. 


However, when we narrow down the diverse business 
content of the machinery-related sector, we find growth 
in automatic vending machines, which continues at a 
double-digit rate. At the beginning of the year it was 
predicted that a ceiling would be reached this year. 
However, it now seems certain that double-digit growth 
will take place this year also. The industry as a whole has 
reached a market scale of 200 billion yen and will 
continue to expand. 


Our company manufactures and sells automatic vending 
machines for cigarettes, prepaid cards, and canned bev- 
erages. We invested 6 billion yen in our principal plant 
(excluding land costs) for canned beverages, which we 
are in the process of constructing in Ryugasaki City, 
Ibaraki Prefecture, and expect to complete it in March 
1989. 


Our construction machinery is doing well also, with 
active construction of high-rise buildings as the back- 
ground. They have shifted from the previous develop- 
ment-type, such as bulldozers, to the urban-type that can 
maneuver in narrow spaces. Our company has developed 
the superminiature model Miniback Hoe “*KK-007,” 
which is selling not on!y domestically but also in Europe. 
We are meeting increasing demand for a large model 
through joint efforts with Hitachi Construction Machin- 
ery Company. 


Agricultural machin. .s stagnant. Rice farming 
machinery has declined, due to the policy of cutting back 
or. rice acreage and the liberalization of farm products. 
Machinery for vegetable farming has increased, but the 
overall situation is leveling off. Regarding future rice 
farming, the outlook is for an increase in acreage through 
intensified field cultivation, and a decrease in previous 
types of machinery due to demand for larger farm 
machinery. 


Our company will expand in the direction of the prelim- 
inary stage of seed planting and the post-process, such as 
storage after harvests, and will attempt to co er our 
losses. We will also consider the farm workers as farm 
residents and will cultivate commercial products other 
than farm products, such as the housing market (the 
housing sector, combined with Kubota Housing, a sub- 
sidiary, is doing an annual business of 120 billion yen). 


Our business division personnel has close contacts with 
the farmers. 7 ney receive fresh information, understand 
their needs, and their information is highly accurate. The 
housing market share is 15-20 percent of the combined 
share of the top 20 companies. We hope to grow further 
by utilizing and improving the sales network that we 
have cultivated through farm machinery sales. 


In any case, plant and equipment investment has shifted 
from rationalized investment, which is not related to the 
improvement of skills, to investment in increased pro- 
duction. When the improvement of skills is completed, 
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the gap between demand and supply will be actualized. 
The business cycle of the past will probably be repeated. 
We have taken steps to minimize our losses even when 
business deteriorates. 


Our goals are to slim down our main frames and to 
develop new products. In terms of slimming down, we 
have already established 24 companies and absorbed 
1,000 employees. As for development of new products, 
we will determine the time periods and development 
priorities, centering on the periphery of existing projects, 
such as raw materials, housing, and computers. 


Chemicals: Hideo Mori, President of Sumitomo 
Chemical Company 


The growth rate in the 2d quarter of this year declined 
slightly compared with the previous quarter, housing 
investment declined somewhat, although it remains 
high. A limit is seen in the steadily upward business 
curve. In that sense, we can be said to be approaching a 
period of fluctuation. 


However, it does not mean that there are signs of a 
business decline. I believe it will continue to be favorable 
for some time, and I honestly hope it will. I believe it will 
be sound until at least the first half of next year. AX « 
that, a decline is not impossible, but I hope for continu- 
ing good business. 


As for trends in the chemical industry, they do not differ 
very much from general economic trends, since it is a 
raw materials industry. Unlike steel, the scope is broad. 
In particular, fine chemicals are varied, so they cannot 
be described in a nutshell, but petrochemicals, for exam- 
_A@, are experiencing prosperity. 


Due to the effect of such structural improvements as the 
abolition of facilities based on the Industrial Structure 
Art, the relationship between demand and supply has 
tightened. Such policies are implemented not only in 
Japan, but also in Europe and America, resulting in 
better business on a global scale. The low cost of crude 
oil is also a plus factor. 


The problem is that if we increase plant and equipment 
to the point of surplus supply when business is good, we 
wil! repeat the fiasco cf the past. We all know this, but 
people are apt to do wl.atever others do. On the other 
hand, a stable supply is also important. The problem is 
how to strike a balance. It is difficult to predict the 
future. No one foresaw the present degree of prosperity 
in the chemical industry. 


We may see some decline after the U.S. presidential 
election, but we will manage somehow. However, as we 
enter the 1990's, new facilities will be built in South 
Korea, and there could be a surplus. In times past it 
would have been a cause for a business panic, but this is 


an information age, and there are summit meetings. It 
will probably not develop into such a serious situation, 
Of course, some people may say that such thinking is 
naive. 


As for the Sumitomo Chemical Company, there is no 
ailernative except expanding technology in all project 
fields. It is the general-purpose products that are effected 
by the environment. If they are available everywhere and 
there is a surplus, prices will come down. In that regard, 
quality goods will sell despite costlier raw materials. 
Unique products supported by high technology will sell 
because of their functions, and despite any business 
decline. In a rising business phase, better results can be 
expected. This is a universal principle, and there can be 
nothing else. 


Today, when we are in a new chemical age, we are 
encouraged by a surge in the tempo of technological 
reform. There are many tasks before us, such as electron- 
ics, biotechnology, and superconductivity. In either case, 
development will take 10 years, but will certainly be 
fruitful. Today project profitability is high, and we are 
blessed with the physical strength to invest in research. 
There are also plenty of themes. We would like to preserve 
our strength during the present favorable period. 


Distribution: Mitsuo Yamasaki, President of Seibu 
Department Stores 


Business has improved since the last half of last year, but 
one cycle ended at that point. The impression is that the 
high growth during the past year, based on a variety of 
special factors, ran its course and shifted to stable growth 
as a new phase. 


Among worrisome factors, we find that the number of 
housing starts was lower than the previous year, and 
there was a diminished surplus in the trade balance. 
However, even after taking these factors into consider- 
ation, it is probably accurate to say that a transition has 
been made from high growth to stable growth. Of course, 
there is the “business fluctuation theory,” but consump- 
tion is still healthy from the standpoint of distribution. 


Figures from January to June of this year show depart- 
ment store sales with a growth rate of 7 percent over the 
previous year, leading the discount stores’ sales by 4 
percent. 


One factor is a change in consumer behavior. With high 
added-values and quality goods, the consumer will buy 
even if the prices are somewhat high. In the fashion field 
foreign-brand products are selling very well. This “desire 
for the real thing” provides an incentive to the depart- 
ment stores. 


On the other hand, if the quality level is fixed and the 
product can be bought easily, the consumer feels strongly 
that “the cheaper, the better.”’ Such bipolarization is 
evident. 


The effect of surplus money is probably one of the reasons 
for the purchases of high-priced products. In Janan the 
ratio of individual investors is small, and the impact on 
individuals during the stock market crash last year was 
minimal. Moreover, they recovered comparatively 
quickly. Subsequently, there was the land price upsurge. 


Also, with the abolition of the “Maruyu” [system of tax 
exemption on time deposit interest], funds were 
exchanged for goods. They were not general consumer 
goods, but such commodities as art objects, craftwork 
and jewelry, or goods with commercial exchangability. 


Thirdly, the number of housing starts fell somewhat after 
the first of this year, but an extremely strong underlying 
factor is the demand for additional construction remodel- 
ing. In fact, today there is so much construction activity 
that it is difficult to find construction journeymen. 


In our country, during the first half of the year up to 
August, commercial operations rose by 26.8 percent over 
the previous year, and new diversified operations such as 
travel, sports, and leisure rose by 32.4 percent. We also 
have had high growth in traditional store sales, such as a 
40-percent increase in commercial sales involving PB 
[private brand] products. 


During the past several years we have emphasized 
“expended, diversified, and super” department stores, 
and our efforts to expand business has borne fruit in 
increased numbers. Also, new diversified projects have 
contributed greatly. Considering the department store 
image 5-10 years from now, consumers will leave us 
unless we pay serious attention to intangible commodi- 
ties—that is, services. 


According to an August bulletin on department stores in 
Tokyo and Osaka, sales are divided into one group that 
continues to show a high growth rate, and another group 
that has declined sharply. Although the figures pertain to 
the Tokyo metropolitan area and Osaka only, and do not 
represent all department stores, it is an unprecedented 
trend. My impression is that it shows the difference 
between department stores that are independent and 
those that are not. 


Leisure Industry: Hiroshi Ishida, President of Japan 
Travel Bureau 


In our industry, brisk activities are seen both overseas 
and at home. Regarding overseas travel, there is the “10 
Million Plan” promoted by the Ministry of Transporta- 
tion. It was drafted last year (1987), and targets a 
doubling in overseas travelers in 5 years to 10 million in 
1992. 


However, due partly to the high yen, a total of 6.8 
million Japanese traveled overseas in the first year 
(1987), greatly surpassing the Transportation Ministry's 
estimate. If things continue at this rate, the plan’s goal 
will be achieved earlier than expected. 


Nonetheless, there is a bottleneck at Narita (Interna- 
tional) Airport, whose capacity has already neared its 
limit. To solve this problem, travel patterns must be 
changed. Rather than concentrate overseas travel in 
certain periods such as the New Year, the year end, and 
summer vacation, it is necessary to distribute it widely. 


Domestic travel is also quite popular this year, due to 
events like the “Seto Great Bridge Exhibition” and the 
‘“Aomori-Hakodate Exhibition.” With various other 
events coming up, business should be good. 


The “10 Million Plan” sounded good, and foreign coun- 
tries have bought the idea, it has become quite a topic of 
conversation. However, there were inquiries received by 
the Transportation Ministry, asking what it was doing 
for domestic tourism. 


Accordingly, Ryuzo Seshima was appointed leader for 
the promotion of a “tourism action program.” The 
Central Conference for the Promotion of Tourism for 
the Prefectures, which serves as the nucleus, held its final 
meeting the other day, and I attended as a committee 
member. 


In effect, the aim is for the central conference to coop- 
erate with the local conferences to encourage vitalization 
in every prefecture. The core of vitalization is tourism. 
About 20 prefectures have agreed to join and support 
this objective. Hotel organizations and the travel indus- 
try are cooperating to boost domestic tourism. 


In the background of the prosperous travel industry is 
the fact that the lifestyle of the Japanese is changing 
drastically. Their leisure and free time is growing rap- 
idly. The companies are establishing annual leave sched- 
ules and the employees are allowed to take long vaca- 
tions. 


Corresponding with this, various companies are eagerly 
Studying large resort developments. Based on a series of 
related trends, I believe the growth of demand for travel 
will become much greater. 


Although overseas travelers reportedly number 10 mil- 
lion, I believe the potential demand is much greater. It is 
also true of domestic tourism, and it will expand ruch 
more in the future. My impression is that it will increase 
rather than decrease. 


With corporate profits stabilized and the resulting 
income for salaried workers sound, I do not think there 
will be any serious inflation. For about a year business 
will probably not change, but will remain stable. 


However, in the future, the growth rate for leisure will be 
higher than the economic growth rate. 
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General Trading Companies: Isac Yonekura, President 
of C. Itoh & Company 


I believe the present prosperity is strong. Japan is sitting 
atop a high plateau of prosperity, and it will undoubtedly 
last for about another year. If our policy is right, it will 
last longer. The present prosperity began with the stim- 
ulation of the 6 trillion yen comprehensive economic 
measure adopted last year, and the merits of the high yen 
helped to make it strong. 


Commodity prices stabilized because of the high yen, 
and this in turn helped to raise real wages, resulting in 
smooth consumption. Another large factor is the wealth 
effect of stock price rises and the rise in land prices. 
Corporate investment in plant and equipment also 
became active. Companies were able to change from 
their dependency on exports, which has lasted for 40 
postwar years, to dependency on domestic demand. 
Today Japan is enjoying an independent economy for 
the first time since the war. 


This prosperity will last if the government is wary of 
inflation and adroitly implements economic measures. 
Japan faces many tasks, such as the solution of the 
housing problem and the completion of a sewage system. 
If it provides wise policy guidance while easing controls, 
its latent demand will surface to prolong business pros- 


perity. 


Amid all this, business is good for the general trading 
companies. The trading companies conduct transactions 
with various industries. Therefore, when the industries 
prosper, the trading companies also prosper and share 
the profits. That is what trading companies are all about. 


Also, the trading companies broaden their functions 
according to the trends of industries, or in advance of 
them. The sales content has gradually changed. In past 
years trading companies were said to deal in “ramen to 
missiles.” Today, however, they put their efforts into 
advanced technological industries, and is said to deal in 
“bio-products to satellites.” In the bio-industrial field, 
our company is involved in technological consultations 
as an agent for several American biotechnology firms, 
such as the Integrated Genetics Company, and is aiming 
toward future expansion of commercial rights. 


In the satellite field, tne Japan Communications Satellite 
Corporation, in which our company has invested and 
shares in management, will launch its first communica- 
tions satellite in February next year. The Kokusai Digital 
Communications Corporation, in which we also have 
management responsibility, will begin operations next 
May. We completed the construction of a computer 
center in Yokohama in November 1987 with an invest- 
ment of 11 billion yen, combining support toward the 
data communications industry. Also, in respons< to 


changing trends in consumption, we have begun to 
develop a restaurant chain and jewelry stores. Bu» ness is 
brisk in Our construction development projects and our 
linear motor car project. 


While aggressively promoting new projects, we are work- 
ing to strengthen our corporate makeup. In line with our 
long-term management plan, “PLAN 88," that was 
drafted the year before last, our company has imple- 
mented a variety of policies, including personnel shifts 
from the export sector to the import/domestic sector, the 
establishment of a new project development office and a 
new technology office, and the strengthening of opera- 
tions in the information industry sector. The major goals 
of “PLAN 88” are the strengthening of group power and 
the promotion of internationalization. 


Amid the progress of inter-industrialization among the 
various industries and mutual entry rights, a group (of 
companies) cannot survive without upgrading its 
strength and mutually supplementing each _ other. 
Regarding internationalization, in addition to the local 
incorporation of overseas branches and a transfer of 
authority, Vice President J.W. Chai of C. Itoh & Com- 
pany of America was appointed managing director of the 
main office last year as part of the internationalization of 
personnel. Such steps to strengthen our corporate 
makeup will be further promoted. 


Securities: Yoshio Yokota, President of Yamaichi 
Securities 


In Japan’s case, since commodity prices have stabilized 
and a certain number of facilities are secured, there can 
be little cause for anxiety concerning inflation. However, 
since the high yen is calculated in the economic system, 
difficult times will probably be encountered, depending 
on the exchange rates. 


During the past several years Japanese companies have 
coped with the high yen with astonishing adaptability. 
As a result, the term “high-yen prosperity” was coined. 
Consequently, the possibility of a business recession 
cannot be ruled out, wherein exchange rates will sud- 
denly shift to a lower yen. 


Another point of concern is the movement of companies 
overseas due to the high yen. Since Japan's ultimate goal 
is to build a technological nation, it is questionable 
whether there should be an excessive hollowing-out of 
our industries. A certain amount of anxiety is unavoid- 
able. 


Interest rates are an important element equal to 
exchange rates. To begin with, the present prosperity is 
due to exchange rates and interest rates. If both should 
crumble now—that is, should interest rates rise and the 
yen drop—the mode of economic management itself will 
change. It will probably take a long time for the Japanese 
economy, which has fully enjoyed high-yen prosperity, to 
cope with such a difficult change. 
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In the case of interest rates, the reason why the Bank of 
Japan remains unable to raise the official discount rate is 
partly based on a consideration of its large impact on the 
stock market. I do not believe that the stock market 1s 
taking into account any raise in the discount rate. It is 
assumed that, if Japan raises the discount rate, others 
will raise their rates higher and a chain reaction ts feared. 


The reality is that, if the question “How has the stock 
market been doing during the past year?” should be 
asked, the answer would be: “There would be no prob- 
lems if its direction were clear.” 


However, I believe that, basically, there will be stable 
expansion despite some vicissitudes. Frankly, there ts 
money, and it would not at all be strange for the market 
to grow. There is still room for quantitative growth. 


Nonetheless, there are problems and the results are 
unpredictable, such as the aforementioned exchange rate 
problem and the U.S. presidential election. Which can- 
didate will win the presidency? Depending on the out- 
come, the impact on the Japanese economy will differ. 
Therefore, frankly, we cannot avoid using the phrase 
“despite some vicissitudes.” 


Controls over insider trading will be enforced beginning 
next year, but I do not believe the impact will diminish 
the volume of stock trading. Insider information is not 
being used to that extent in transactions. 


However, in the management phase, conditions will 
change to a pattern where analysts will meticulously 
analyze industries or companies. In that sense, | believe 
it will provide a good opportunity. 


After “Black Monday” last October, a speedy recovery 
was made by the Tokyo stock market. Japan’s stability, 
or an element akin to trust in the Japanese economy, was 
largely responsible. Unlike 3-4 years ago, Japan has 
bcome a major creditor nation. There is also a greater 
inclination toward investment and stability. 


Software Industry Division of Labor 
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[Article by Koichiro Imano: “A Blueprint for a Software 
Industry International Division of Labor Between Japan 
and the Nations of Asia” 


[Text]What Problems Need To Be Resolved? 


The conditions are ripe for promoting the international- 
ization of the software industry, one of today’s leading 
industries. Japan’s international division of labor, in this 
area, with the pan-Pacific Asian region (hereafter called 
the Pacific Basin) deserves particular attention. This 
article is devoted to disclosing its current status and 
problems. 


Internationalization of the Advancing Information 
Industry 


Economic relations among Japan, the Asian NIES 
[newly industrializing economic societies}, and the 
ASEAN nations are becoming closer, and the formation 
of a “Pacific Basin economic bloc” is moving steadily 
forward. Closer relations are evident in the software 
industry, which is a representative industry of the ser- 
vices sector. 


At the same time that the information ser.ices industry, 
which is responsible for the development and supply of 
software, is the industry which supports the greater 
reliance of Japan’s economy and society on information, 
it is also a current representative leading inuustry 
expected to grow into a basic industry. The information 
services industry consists of four industries: |) the infor- 
mation processing services industry, such as commis- 
sioned computation; 2) the software development soft- 
ware industry; 3) the information provision industry, 
such as data bases, and 4) miscellaneous. The software 
industry and the information processing services indus- 
try make up the heart of the information services indus- 
try, and the information services industry is best seen as 
reflecting the activities of these two indusutries. Accord- 
ing to a forecast by the Ministry of International Trade 
and Industry [MITI], the market size of the information 
services industry, which was about 2 trillion yen in 1986, 
is expected to grow rapidly at a rate of 17 percent 
annually, and should reach between 14 and 16 trillion 
yen at the end of this century, (“Information Industry 
Vision for the Year 2000°°). 


In April of this year, the second Japan-South Korea 
Information Processing Industry Conference was held in 
Seoul, South Korea, between the industry associations of 
the Japanese and South Korean informationn services 
industries. Specific plans were discussed for bilateral 
industrial cooperation. At these talks, the South Korean 
side made the following statement and appealed for the 
need to further cooperation in the industry. 


“If Japan’s information processing industry, which has a 
relatively short supply of S/W (software) development 
talent, begins to make good use of South Korea’s excel- 
lent human resources, South Korea will become a part- 
ner in Japan’s S/W development, and, at the same time, 
Japan will make available its new technology and store- 
house of experience to the South Korean industry, 
thereby forming a mutually beneficial relationship,” 
(according to “South Korea-Japan Information Process- 
ing Industry Conference” materials). 


The internationalization of Japan’s software industry is 
still in its infancy, and many problems must be overcome 
for its expansion. On the other hand, as the activities 
between the Japanese and South Korean industries indi- 
cate, the conditions for promoting intenationalization 
are rapidly ripening both at home and abroad. 
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How should the software industry internationalize, and, 
within that context, what sort of international division of 
labor should be formed? We need to pay close attention 
from now on to these activities, not just for the sake of 
Japan's economy, but also when considering the future 
of the economic relations of the Pacific Basin. 


Current Status of a Japan Behind the Times 


The internationalization of Japan’s software industry is 
in a stage considerably behind the United States and 
Europe. Internationalization has many aspects, which 
are arranged as follows. 


(1) The Import and Export of Software Required for 
Trade in Services 


(2) International Division of Labor for Software Devel- 
opment 


Three models exist for this field: (a) development order 
acceptance, which is to accept software development 
orders from overseas; (b) production consignment, 
which is to send orders from Japan to foreign countries; 
(c) joint development, which is to carry out joint devel- 
opment with foreign countries. 


(3) Technical Cooperation and the Accepting and Send- 
ing of Technical Trainees 


(4) Overseas Location of Business Offices, Enterprises, 
etc. (direct investment) 


The various aspects of internationalization are described 
below, but I would like to stress again here, that inter- 
nationalization itself only began im earnest with the 
advent of the 1980's and, therefore, is still in its infancy. 
(For details, please refer to “Survey Research on the 
International Division of Labor and the Transfer of 
Technology of the Software Industry,”’ published in 1988 
by the Conference on a Peacetime Economic Plan, the 
survey was entrusted to the Economic Research Institute 
of the Machinery Trade Promotion Association. The 
data on internationalization presented below is cited 
from this report with permission. Moreover, this 
research survey was carried out jointly with South Korea 
and puts together the facts about the status of interna- 
tionalization in that country as well.) Consequently, 
when we view Japan’s level of internationalization from 
the standpoint of trade in services, the situation is as 
follows. 


According to MITI’s “Survey of the Status of Designated 
Services Industries,” even though the overseas sales of 
Japan’s information services industry surged from 190 
million yen in 1980 to 430 million yen in 1984, its share 
of total sales was no more than 0.3 percent as of 1984. 


In contrast, let us look at the case of the French infor- 
mation services industry, whose overseas sales concen- 
trate on Western Europe and the United States. These 


sales, as a percentage of total sales, reached 24 percent in 
1982 and 20 percent in 1983. Similarly, in Great Britain, 
the percentage was 13 percent for 1982-83 (from July to 
June) and 14 percent for 1983-84. Finally, when we look 
at the United States, the percentage of overseas sales is 
16 percent. In particular, the packaged software field has 
reached 25 percent. (This information on the present 
situation in the United States and Europe is based on a 
1985 OECD report, “Software: An Emerging Industry.”’) 


Therefore, not too many Japanese software firms are 
handling international business as yet. [passage ommit- 
ted] 


In other words, even though the most that the firms are 
doing is to carry out technical cooperation and accep- 
tance of trainees, no more than | firm in 10 is doing that. 
Moreover, about | firm in 20 is involved in the overseas 
location of business, acceptance of development orders, 
and import and export trade. 


As for production consignment, the percentage declines 
even further to 1 percent, but as described below, this is 
the field that is anticipated (or expected) to grow into the 
most critical field of all in the midst of the future 
deepening of the international division of labor that will 
bring the Pacific Basin into consideration. 


This sort of internationalization of the software industry 
has just started, but the high percentage of firms antici- 
pating active involvement indicates that they are 
extraordinarily ambitious in this area. Moreover, expe- 
rienced firms have an extremely high assessment of 
internationalization activities. From 70 to 80 percent of 
the experienced firms are enthusiastic about internation- 
alization, no matter what aspect. This indicates that 
internationalization will make rapid progress in the 
future. 


A Two Front Internationalization Strategy 


The present and future internationalization strategy of 
these software firms has the following traits: (1) further- 
ing internationalization in two main regions, the United 
States and the Pacific Basin (especially two main regions, 
the South Korea and China), and (2) the contents of 
internationalization differ widely between these two 
region. [passage ommitted] 


Accordingly, the basic strategy of internationalization 
with the United States will be to expand trade relations 
in software products (with imports at the center), while 
also working to introduce technology through a wide 
variety of channels, such as joint development and 
technical cooperation, and, as a result, establishing sites 
for local operations. 


In contrast with this, the internationalization strategy to 
be taken with regard to the Pacific Basin will concentrate 
on the acceptance of trainees, combining joint develop- 
meni and technical cooperation measures with that. As a 
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result, the basic strategy being taken is to make relations 
with foreign firms closer through these measures, work 
to foster the manpower talent and raise the technical 
capacity of those firms, and prepare a base for a future 
international division of labor of software development 
(production consignment). 


The field worth paying attention to within this basic 
strategy of internationalization is the international divi- 
sion of labor of software development (production con- 
signment), which includes the Pacific Basin as its part- 
ner. In accordance with this, the international division of 
labor relationship up to now, of which the production of 
a “product” was the main trend, may enter a new stage. 
Perhaps, since the software industry, which is a rapidly 
growing labor-intensive industry, is growing into a major 
industry that is already absorbing the higher education 
work force, the progress of the international division of 
labor may be concealing the possibility that a new 
“hollowing out of employment” will emerge. 


The need for a new international division of labor for 
software development through the means of production 
consignment is greatly expanding within Japan and 
among Japan’s neighbors, such as South Korea, who will 
receive such consignments. When we consider the differ- 
ences in the managerial problems confronting Japanese 
and South Korean firms, it is easy to understand such a 
background. 


In South Korea, the priority is high for “demand guar- 
antees” and “marketing capacity strengthening.” The 
governments of the Asian NIES [newly industrializing 
economic societies} and ASEAN nations are positioning 
the information industry as a basic high-tech industry 
and are adopting industrial policies to forecefully foster 
its growth. With this in the background, the software 
industry is growing rapidly, but the domestic markets 
have not fully grown to the point where that growth can 
be absorbed. 


Therefore, the need to create a demand for software 
development work has become the major managerial 
problem for the software firms of this region. 


In contrast to this situation in South Korea, Japanese 
firms are treating the guarantee of sufficient manpower 
as the most important problem. The supply situation 
they possess is one where “the work is plentiful, but the 
manpower is in short supply.” Therefore, if an interna- 
tional division of labor is formed where South Korea is 
responsible for some of Japan’s software development 
work, the managerial problems confronting the firms of 
both countries will be resolved together. 


In fact, many of the Japanese firms which are carrying 
out, or are anticipating, production consignments noted 
cost savings (noted by 68 percent of the respondents) and 
a manpower shortage countermeasure as the chief rea- 
sons for it. 


International Division of Labor: Two Models 


Therefore, what will be the final form of the interna- 
tional division of labor? Let us illustrate by representa- 
tive examples involving the two main software fields: the 
business field (business applications) and the factory 
field (FA [factory automation]). Today, with automation 
moving forward, software is always being assembled for 
plants and machines and equipment for export. The 
internationalization of FA software development is 
moving ahead from this standpoint. The first model of 
this international division of labor follows the principle 
that “it is advantageous that software meeting local 
demand be supplied locally.” 


Company A, which was founded in 1979 by a major 
engineering company as a firm responsible for the devel- 
opment of software for the control of chemical plant 
processes (and which has 90 employees), has already 
adopted a system for using local firms in software 
development for overseas plants. That is a policy of 
“local procurement of software” in a sense resembling 
parts and materials. 


For example, the design portion of software develop- 
ment for a Thai natural gas pipeline control system 
project is being carried out by that company in Japan, 
and several local technicians have been sent to Japan for 
preliminary arr 1gements. A local Thai firm will be 
responsible for the subsequent programming stage. At 
that time, several Japanese will live at the local site, and 
along with holding preliminary talks with the customer, 
will supervise and guide the programming work. When 
the system starts up, the contingent of Japanese will 
increase further. This company, which treats the engi- 
neering company as its parent and is accustomed to 
international transactions, will have no problems com- 
municating with the local firms. Everything will be 
conducted in English. 


This local consignment of software development (using 
local capabilities) is becoming an indispensable develop- 
ment system for this company from the standpoint of 
maintaining its international competitivenes. In spite of 
the fact that Thai productivity has fallen considerably in 
comparison with Japan, the venture will be profitable 
because personnel costs are cheap and the exchange risk is 
nil. 


An important point along with that is that this is an 
extremely effective measure in terms of making the user 
support system complete and efficient including mainte- 
nance after system operations commence. In short, by 
strengthening relations with the locai firm and working 
to raise its capability level during the development of 
this software, the Japanese firm is fostering a local firm 
that will be responsible for the maintenance system. 


An international division of labor in the business field is 
more difficult than in the FA field because the customer 
would be using a system developed in Japan for the 
Japanese. In spite of that, Japan and its Asian neighbors 


are making a positive effort to prepare the conditions for a 
division of labor during the course of software develop- 
meni. 


Company K, which has accepted an order for a food 
wholesaler’s VAN [value added network] system, com- 
missioned South Korean Company § to develop a data 
base-related system. Preparation of the conditions for 
this work began several years ago, and Company K 
accepted trainees at the request of Company S. The 
training period lasted from | and '2 to 2 years, and 
although the Overseas Technicians Training Association 
provided a partial subsidy, Company K was responsible 
for all of the expenses other than that. 


The software development entrusted to South Korea 
proceeded according to the following procedure. First, 
the aforementioned trainees, three in all, stayed in Japan 
for 3 months and participated in the system design. 
Second, they returned to South Korea with the design, 
produced a part of the design and the project draft and 
conducted unit testing. (During this period, which last 4 
months, 15-16 persons were responsible for this project 
along with the original 3 men.) Third, these 3 men 
returned to Japan with the completed program and 
carried out integration testing with the other units over a 
4-month period. Fourth, one of these men remained in 
Japan and carried out the user acceptance test. 


There are many cases, like this example, which begin 
with the acceptance of trainees and shift to production 
consignment (a division of labor during the course of 
software development). Company F also followed this 
example. Furthermore, Company F created a project 
team consisting of just the trainees who underwent 
training and has moved boldly into the stage of assigning 
all of the development work to that team. 


The Company K example indicates that, even though the 
development phase of programming was consigned over- 
seas during the actual development stage, the design 
phase (system design) and implementation phase (final 
Stage testing) needed to be carried out jointly with Japan. 
Many firms have experienced this sort of division of 
labor by phase system between the Tokyo capita! areas 
ard the various local regions in Japan. It should be noted 
that that fact “gives overseas production consignment a 
realistic flavor,’ according to Company F. Incidentally, 
in the aforementioned example of FA international 
division of labor, although the local area (or, perhaps, the 
Japanese sent there) was responsible for the implemen- 
tation process because the user was a foreign country, the 
basis of the mode of the division of labor giving the 
design phase to Japan and the development phase to the 
local area is held in common with the business field. 


The Point of Division of Labor Promotion 


Although activity attempting to prepare this sort of 
international division of labor system for software devel- 
opment is being advanced positively by industry organi- 
zations and individual firms, many points at issue 


remain. Moreover, the difficulty of their resolution dif- 
fers according to the nature of the system to be devel- 
oped. The international division of labor of the business 
field is more difficult than the FA field and the basic 
computer software field because, among other things, the 
cusiomer is in Japan, many parts involve Japanese 
language processing, there are many specifications 
changes, and systems compatible with Japanese society 
are required. 


However, the search for solutions has already begun, and 
the following points are its basis. In the first place, the 
lack of technical prowess in the firms of Japan's Asian 
neighbors, or the lack of experience are problems. As a 
beginning of their resolution, Japanese firms are adopt- 
ing such measures as the acceptance of trainees and the 
provision of technical guidance. 


Secondly, even though the iechnical prowess of the 
partner firm is supposed to be on the same level as the 
Japanese firm, the sphere is limited where overseas 
consignment is possible. In the system analysis and 
design phase, the designers frequently hold meetings 
with the user and resolve the system’s specificatiors. 
Therefore, working at a location close to the user .s 
indispensable. Under these circumstances, the prob. ° 
of the Japanese language also appears. Moreover, it gues 
without saying that the final test in the implementation 
phase must be carried out at the user's firm. The con- 
straining conditions that inevitably arise during system 
development for a domestic user have led to the present 
basic policy, described earlier, of Japan handling the 
design and implementation phases and the foreign coun- 
try handling the developmental phase. 


However, there is not much point in just consigning 
programming. The problem remains of the advantage of 
sending orders to a domestic firm, and there is a need to 
widen the sphere of consignment to the upper strata of 
system design as much as possible. To that end, along 
with working to improve the technical abilities of the 
partner firm, the measures described below are needed. 


In the third place, even if the framework of the above 
division of labor relationship is resolved, the problem 
remains of cornmunications, which, is the link of work 
between the Japanese firm generating the order and the 
foreign firm accepting the order. Along with the language 
barrier, there are many demands for change in specifica- 
tions from the user during the course of the system devel- 
opment, and this makes meetings for that purpose essential. 


Towards that end, the Japanese firm, while working to 
improve the international division of labor control sys- 
tem (such as obtaining detailed specifications for the 
order, clarification of the contract, and improvement of 
the quality control system) and to raise the international 
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business ability of the technicians, needs to improve the 
communications system. 


The key policy from the standpoint of an organizational 
and systematic response to this is “the shift of human 
resources,” which is tied to “the education of human 
resources,”’ which is the link between the two companies. 
For that reason, there is a need (1) to create a close 
personal relationship and trust relationship by accepting 
trainees and (2) to conduct direct coordination of work 
and meeting by disspatching human resources during the 


system design phase. 


If we proceed further in that direction, measures will be 
considered by the foreign firm to have its technicians 
reside in Japan (this will start off by having a Japanese 
location for a business office). That would be compara- 
ble to the policy of Japanese regional firms locating 
business offices in Tokyo's environs and responding to 
the needs of the Tokyo capital region from there. 


Impact Within Japan 


As apparent from the above, direct personnel exchanges 
between Japanese firms and these of partner countries 
are important from the aspects of technical cooperation 
and transfer and the improvement of the international 
division of labor system. For example, South Korea's 
software industry places the United States and Japan on 
an equal footing, and takes an international strategy to 
explore the possibility of technology introduction and 
the international division of labor. Taking the interna- 
tional environment into account, we need to adopt a 
policy of promoting personnel exchanges by the issuance 
of visas and acceptance of trainees. 


Furthermore, the international division of labor for 
software development has important significance for the 
current promotion of regional industries in Japan, since 
that concept views the software industry as a strategic 
industry. The distance between areas generating demand 
(in Japan, this is the capital area) and those supplying 
demand (foreign countries in charge of software devel- 
opment) was a basic bottleneck to the expansion of the 
international division of labor, and the regional software 
industry is in a completely identical situation. In short, 
the growth of the regional software industry is desirable 
as long as a division of labor is established between the 
region generating demand (the capital area) and the 
supplying region (the local areas). The greatest obstacle is 
the problem of distance between the two regions. 


Therefore, if we exclude the communications problem 
caused by the language barrier, the software industries of 
Japan's Asian neighbors and Japan’s local regions operate 
under identical conditions of competition (or the possibil- 
ity of that is great). The public policy of promoting 
regional industries, which focuses on the software indus- 
try, needs to fully consider the above points in the future. 
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